



















































































































































































TOWN OF LOS GATOS
NONMAJOR GOVERNMENTAL FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 2010

SPECIAL REVENUE FUNDS
Community Non-Point
Development Source Lighting and
Fund Maintenance Landscaping Total
REVENUES
Property Taxes $ - $ - $ 33,510 § 33,510
Other Taxes - - - 109,587
Intergovernmental 49,946 - - 549,648
Charges for Services - 135,000 - 135,000
Interest 13,191 - 1,940 89,513
Other - - 259 259
Total Revenues 63,137 135,000 35,709 917,517
EXPENDITURES
Current:
Parks and Public Works - - 28,772 28,772
Community Services 553,485 - - 553,485
Sanitation and Other - 114,977 - 114,977
Redevelopment 642,927
Capital Outlay: - - - 1,588,806
Debt Service:
Interest & Fees - - - -
Total Expenditures 553,485 114,977 28,772 2,928,967
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (490,348) 20,023 6,937 (2,011,450)
OTHER FINANCING SOURCES (USES)
Transfers in - - - 575,000
Transfers (out) (1,836) - (4,920) (112,756)
Total Other Financing Sources (Uses) (1,836) - (4,920) 462,244
Changes in Fund Balances (492,184) 20,023 2,017 (1,549,206)
Fund Balances at Beginning of year 677,489 20,181 103,615 6,694,553
Fund Balances at End of year $ 185,305 $ 40,204 $ 105,632 $§ 5,145,347
(Concluded)



TOWN OF LOS GATOS
BUDGETED NONMAJOR FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL (GAAP)
FOR THE YEAR ENDED JUNE 30, 2010

COMMUNITY DEVELOPMENT NON-POINT
BLOCK GRANT SOURCE MAINTENANCE
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes $ - $ - $ - $ - $ - $ -
Other taxes - - - - - -
Intergovernmental 41,794 49,946 8,152 - - -
Charges for services - - - 135,000 135,000 -
Interest 35,000 13,191 (21,809) - - -
Other - - - - - -
Total Revenues 76,794 63,137 (13,657) 135,000 135,000 -
EXPENDITURES
Parks and public works - - - - - -
Community services 269,958 553,485 (283,527) - - -
Sanitation and other - - - 147,335 114,977 32,358
Redevelopment - - - - - -
Capital outlay - - - - - -
Total Expenditures 269,958 553,485 (283,527) 147,335 114,977 32,358
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (193,164) (490,348) (297,184) (12,335) 20,023 32,358
OTHER FINANCING SOURCES (USES)
Operating transfers in - - - - - -
Operating transfers (out) (1,836) (1,836) - - - -
Total Other Financing Sources (Uses) (1,836) (1,836) - - - -
CHANGE IN FUND BALANCE $ (195,000) (492,184) § (297,184) §  (12,335) 20,023 § 32,358
BEGINNING FUND BALANCE 677,489 20,181
ENDING FUND BALANCE $ 185,305 $ 40,204
(Continued)
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REVENUES
Property taxes
Other taxes
Intergovernmental
Charges for services
Interest
Other

Total Revenues

EXPENDITURES
Parks and public works
Community services
Sanitation and other
Redevelopment
Capital outlay

Total Expenditures

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES)

Operating transfers in
Operating transfers (out)

Total Other Financing Sources (Uses)
CHANGE IN FUND BALANCE
BEGINNING FUND BALANCE

ENDING FUND BALANCE

TOWN OF LOS GATOS
BUDGETED NONMAJOR FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL (GAAP)
FOR THE YEAR ENDED JUNE 30, 2010

LIGHTING AND LANDSCAPING STORM DRAINS BASIN 1
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
$ 33,510 $ 33510 $ - $ - $ - 8 -
- - - 45,000 36,062 (8,938)
2,350 1,940 410) 3,220 3,900 680
- 259 259 - - -
35,860 35,709 (151) 48,220 39,962 (8,258)
38,370 28,772 9,598 - - -
- - - 55,000 45,890 9,110
38,370 28,772 9,598 55,000 45,890 9,110
(2,510) 6,937 9,447 (6,780) (5,928) 852
(4,920) (4,920) - - - -
(4,920) (4,920) - - - -
$ 57,430! 2,017 $ 9,447 $ (6,780) (5,928) $ 852
103,615 207,256
$ 105,632 $ 201,328
(Continued)
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TOWN OF LOS GATOS
BUDGETED NONMAJOR FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL (GAAP)
FOR THE YEAR ENDED JUNE 30, 2010

STORM DRAINS BASIN 2 STORM DRAINS BASIN 3
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes $ - 3 - 8 - 3 - 8 - 8 -
Other taxes 45,000 50,415 5,415 5,000 3,525 (1,475)
Intergovernmental - - - - - -
Charges for services - - - - - -
Interest 7,630 10,870 3,240 - (860) (860)
Other - - - - - -
Total Revenues 52,630 61,285 8,655 5,000 2,665 (2,335)
EXPENDITURES
Parks and public works - - - - - -
Community services - - - - - -
Sanitation and other - - - - - -
Redevelopment - - - - - -
Capital outlay - - - 11,000 17,180 (6,180)
Total Expenditures - - - 11,000 17,180 (6,180)
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES 52,630 61,285 8,655 (6,000) (14,515) (8,515)
OTHER FINANCING SOURCES (USES)
Operating transfers in - - - - - -
Operating transfers (out) - - - - - -
Total Other Financing Sources (Uses) - - - - - -
CHANGE IN FUND BALANCE $ 52,630 61,285 § 8,655 $ (6,000) (14,515) § (8,515)
BEGINNING FUND BALANCE 510,697 (36,086)
ENDING FUND BALANCE $ 571,982 $ (50,601
(Continued)
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TOWN OF LOS GATOS
BUDGETED NONMAJOR FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL (GAAP)
FOR THE YEAR ENDED JUNE 30, 2010

CONSTRUCTION TAX GAS TAX
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes $ - $ - $ - 3 - 3 -3 -
Other taxes 15,000 19,585 4,585 - - -
Intergovernmental - - - 581,000 499,702 (81,298)
Charges for services - - - - - -
Interest 37,080 49,181 12,101 14,670 5,340 (9,330)
Other - - - - - -
Total Revenues 52,080 68,766 16,686 595,670 505,042 (90,628)
EXPENDITURES
Parks and public works - - - - - -
Community services - - - - - -
Sanitation and other - - - - - -
Redevelopment - - - - - -
Capital outlay 208,347 208,348 (1) 722,753 722,753 -
Total Expenditures 208,347 208,348 (1) 722,753 722,753 -
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (156,267) (139,582) 16,685 (127,083) (217,711) (90,628)
OTHER FINANCING SOURCES (USES)
Operating transfers in - - - - - -
Operating transfers (out) - - - (106,000) (106,000) -
Total Other Financing Sources (Uses) - - - (106,000) (106,000) -
CHANGE IN FUND BALANCE $ (156,267) (139,582) § 16,685 $ (233,083) (323,711)_8 __ (90,628)
BEGINNING FUND BALANCE 2,462,597 683,180
ENDING FUND BALANCE $ 2,323,015 $ 359,469

(Continued)
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TOWN OF LOS GATOS
BUDGETED NONMAJOR FUNDS
COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL (GAAP)
FOR THE YEAR ENDED JUNE 30, 2010

REDEVELOPMENT AGENCY
CAPITAL PROJECT TOTALS
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes $ - $ - $ - $ 33510 $§ 33510 § -
Other taxes - - - 110,000 109,587 (413)
Intergovernmental - - - 622,794 549,648 (73,146)
Charges for services - - - 135,000 135,000 -
Interest 60,000 5,951 (54,049) 159,950 89,513 (70,437)
Other - - - - 259 259
Total Revenues 60,000 5,951 (54,049) 1,061,254 917,517 (143,737)
EXPENDITURES
Parks and public works - - - 38,370 28,772 9,598
Community services - - - 269,958 553,485 (283,527)
Sanitation and other - - - 147,335 114,977 32,358
Redevelopment 696,519 642,927 53,592 696,519 642,927 53,592
Capital outlay 594,088 594,635 (547) 1,591,188 1,588,806 2,382
Total Expenditures 1,290,607 1,237,562 53,045 2,743,370 2,928,967 (185,597)
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (1,230,607)  (1,231,611) (1,004) (1,682,116) (2,011,450) (329,334)
OTHER FINANCING SOURCES (USES)
Operating transfers in 575,000 575,000 - 575,000 575,000 -
Operating transfers (out) - - - (112,756) (112,756) -
Total Other Financing Sources (Uses) 575,000 575,000 - 462,244 462,244 -
CHANGE IN FUND BALANCE $ (655,607) (656,611) § (1,004) $ (1,219,872) (1,549,206) $ $329,3342
BEGINNING FUND BALANCE 2,065,624 6,694,553
ENDING FUND BALANCE $ 1,409,013 $ 5,145,347

(Concluded)
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TOWN OF LOS GATOS, CALIFORNIA

COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

PROPRIETARY FUNDS
INTERNAL SERVICE FUNDS

Internal service funds are used to finance and account for special activities and service performed
by a designed department for other departments in the Town on a cost reimbursement basis.

The concept of major funds does not extend to internal service funds because they are used for
internal activities only. In the Government-Wide Statement of Activities, the net revenues and
expenses of the internal service funds are allocated to the Town departments or programs that
generated them, thus eliminating internal service funds.

However, internal service funds are still presented separately in the fund financial statements and
include the following funds:

Equipment Replacement Fund was established to account for the replacement of major Town
equipment and all vehicle replacement.

Workers’ Compensation Fund was established to account for future claims that may occur
related to workers compensation injuries.

Self Insurance Fund was established to account for future general liability claims against the
Town.

Stores Fund was established to account for the purchase of photocopy equipment, postage. and
bulk meter expenses.

Management Information Fund was established to account for the replacement of management
information computer systems and components.

Vehicle Maintenance Fund was established to account for preventative maintenance and repair
provided for all Town vehicles and equipment.

Building Maintenance Fund was established to account for preventative maintenance and
repair for all Town buildings.
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TOWN OF LOS GATOS, CALIFORNIA

COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

AGENCY FUND
PARKNG IMPROVEMENT DISTRICT #88

Agency funds are used to account for assets held by the Town as an agent for individuals, private
organizations and other governments. The financial activities of these funds are excluded from

the government-wide financial statements, but are presented in separate Fiduciary Fund financial
statements.
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TOWN OF LOS GATOS
AGENCY FUND
PARKING IMPROVEMENT DISTRICT #88
STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
FOR THE YEAR ENDED JUNE 30, 2010

Balance Balance
June 30,2009 Additions Deletions June 30, 2010
ASSETS
Cash and Investments (Note 3) $ 52951 $ 139,685 $ 145,884 $ 46,752
Restricted cash and investments (Note 3) 275,110 4,496 - 279,606
Intergovernmental receivable 460,424 - 101,511 358,913
Total Assets $ 788,485 $ 144,181 §$ 247,395 $ 685,271
LIABILITIES
Due to other governments $ 788,485 $ 144,181 § 247,395 $§ 685,271
Total Liabilities $ 788,485 $ 144,181 § 247,395 § 685,271
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STATISTICAL (UNAUDITED)

This part of the Town of Los Gatos Comprehensive Annual Financial Report (“CAFR”) presents
the detailed information as a context for understanding what the information in the financial
statements, note disclosures, and required supplementary information says about the Town’s

overall financial health.

Financial Trends
These schedules contain trend information to help the reader understand how Town’s
financial performance and well-being have changed over time. (Schedule 1, Schedule 2,
Schedule 3, and Schedule 4).

Revenue Capacity
These schedules contain information to help the reader assess one of the Town’s most
significant local revenue source, the property tax (Schedule 5, Schedule 6, Schedule 7,
and Schedule 8).

Debt Capacity
These schedules present information to help the reader assess the affordability of the
Town’s current levels of outstanding debt and its ability to issue additional debt in the
future (Schedule 9, Schedule 10, and Schedule 11)

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader
understand the environment within which the Town’s financial activities take place
(Schedule 12, Schedule 13, and schedule 14).

Operating Information
These schedules contain service and infrastructure data to help the reader understand how

the information in the Town’s CAFR relates to the services the Town provides and
activities it performs (Schedule 15 and Schedule 16).
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Town of Los Gatos

Net Assets by Component
Last Eight Fiscal Years
(Accrual Basis of Accounting)

Schedule 1
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O Invesment in Capital Assets Net of Related Debt H Restricted B Unrestricted
Investment

Fiscal in Capital Assets Total
Year Net of Related Debt Restricted Unrestricted Net Assets
2003 33,799,130 24,016,830 20,984,676 78,800,636
2004 38,417,211 11,463,187 1) 29,308,135 79,188,533
2005 38,234,229 13,295,871 31,410,468 82,940,568
2006 41,019,121 12,665,493 38,609,085 92,293,699
2007 43,281,315 20,423,828 37,893,056 101,598,199
2008 48,581,378 18,459,776 42,884,826 109,925,980
2009 52,665,506 15,663,436 51,619,635 119,948,577
2010 50,129,552 26,723,994 47,191,225 124,044,771

* This data has only been available since implementation of GASB34 in FY2003.

(1) The decrease in Restricted Net Assets from FY2003 to FY2004 was primarily due to the issuance of the $10.7 million
Certificates of Participation in FY2003.
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Town of Los Gatos
Assessed Value and Estimated Actual Value of Taxable Property
Last Ten Fiscal Years

Millions

Fiscal
Year

2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

9000

8000

Utility
and
Unsecured
Property

177,486,954
185,521,158
201,539,300
175,689,995
179,611,684
186,694,066
194,195,209
201,629,315
216,402,089
241,286,055

H Unsecured M Secured

Percent Secured Percent

Change Property Change
23.83% 4,084,688,126 10.68%
4.53% 4,685,070,118 14.70%
8.63% 4,913,724,163 4.88%
-12.83% 5,258,601,739 7.02%
2.23% 5,654,906,203 7.54%
3.94% 6,259,830,939 10.70%
4.02% 6,840,335,733 9.27%
3.83% 7,392,958,751 8.08%
7.33% 7,949,991,620 7.53%
11.50% 8,076,101,607 1.59%

Source: Santa Clara County Assessed Value Report

82

Total
Assessed

4,262,175,080
4,870,591,276
5,115,263,463
5,434,291,734
5,834,517,887
6,446,525,005
7,034,530,942
7,594,588,066
8,166,393,709
8,317,387,662

Estimated
Full Market

16,338,752,504
18,740,280,472
19,654,896,652
21,034,406,956
22,619,624,812
25,039,323,756
27,361,342,932
29,571,835,004
31,799,966,480
32,304,406,428

Schedule 5

Total
Direct
Tax Rate

1.0356
1.0364
1.0388
1.0388
1.0388
1.0388
1.0388
1.0388
1.0388
1.0388



This page left intentionally blank



Town of Los Gatos Schedule 6

Direct and Overlapping Property Tax Rates
Last Ten Fiscal Years

1.25
1.00-
i 0.751
°
(3]
S
<
>
T 0.501
&
o
0.25
0.00
3
SN
®
Q
N S
B Santa Clara Valley Water District v ’19Q ,19'&
B County Retirement Levy
@ School District Bonds and Loans
W Basic County Wide Levy
School County Santa Clara
Fiscal Basic County District Bonds Retirement Valley Water
Year Wide Levy and Loans Levy District Total
2001 1.0000 0.0075 1.0751
2002 1.0000 0.0062 1.1160
2003 1.0000 0.0072 1.1095
2004 1.0000 0.0087 1.1224
2005 1.0000 0.0092 1.1206
2006 1.0000 0.0078 1.1462
2007 1.0000 0.0072 1.1401
2008 1.0000 0.0071 1.1491
2009 1.0000 0.0061 1.1419
2010 1.0000 0.0074 1.1609

Source: Santa Clara County Book of Tax Rates
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Town of Los Gatos

Property Tax Levies and Collections

Last Ten Fiscal Years

$17.0
$16.0
$15.0
$14.0
$13.0
$12.0
$11.0
$10.0
$9.0
$8.0
$7.0
$6.0
$5.0

Millions

Fiscal
Year

2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

Tax Levied
)
@
/“ /
v (LQ& (@0“ (L@Q’ (196\ & (@\9
Town Redevelopment Total Property
Property Tax Property Tax Tax Levied
Levied and Levied and and

Collected Collected Collected
3,917,932 3,232,042 7,149,974
4,425,047 4,079,598 8,504,645
4,736,560 4,037,443 8,774,003
4,834,464 4,376,896 9,211,361
5,348,483 5,013,350 10,361,833
5,739,846 5,976,062 11,715,909
6,386,562 7,425,925 13,812,488
6,901,935 8,072,176 14,974,111
7,465,403 8,574,251 16,039,654
7,608,137 9,022,863 16,630,999

$9.5
$9.0
$8.5
$8.0
$7.5
$7.0
$6.5
$6.0
$5.5
$5.0
$4.5
$4.0

Value of Property

Schedule 8

¢ &
DR S

Value of Town
Property subject
to Local Tax
Rate

4,310,115,280
4,918,304,676
5,162,418,263
5,480,295,734
5,834,517,887
6,446,525,005
7,034,530,942
7,594,588,066
8,166,393,709
8,317,387,662

Sources: Santa Clara County Auditor-Controller Office and the Town of Los Gatos
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Value of
Redevelopment
Agency
Property
Subject to
Local
Tax Rate

585,708,196
667,237,082
1,941,931,823
753,210,332
804,306,862
897,448,660
996,479,040
1,081,483,541
1,096,883,582
1,134,135,499

Value of
Property
Subject to
Local
Tax Rate

4,895,823,476
5,585,541,758
7,104,350,086
6,233,506,066
6,638,824,749
7,343,973,665
8,031,009,982
8,676,071,607
9,263,277,291
9,451,523,161
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Town of Los Gatos Schedule 9

Ratios of Outstanding Debt by Type

Last Ten Fiscal Years

Governmental Activities
1992 2002 2010
Certificate Certificate Certificate Total Total Percentage of

Fiscal of of of Governmental Primary Personal Per
Year Participation  Participation Participation Activities Government Income Capita
2001 2,185,000 2,185,000 2,185,000 * 76.42
2002 1,925,000 1,925,000 1,925,000 * 66.69
2003 1,775,000 10,725,000 12,500,000 12,500,000 * 432.98
2004 1,615,000 10,515,000 12,130,000 12,130,000 * 419.56
2005 1,445,000 10,300,000 11,745,000 11,745,000 * 405.49
2006 1,270,000 10,075,000 11,345,000 11,345,000 * 389.65
2007 1,085,000 9,845,000 10,930,000 10,930,000 * 37225
2008 890,000 9,610,000 10,500,000 10,500,000 * 348.03
2009 685,000 9,370,000 10,055,000 10,055,000 * 329.70
2010 470,000 9,120,000 15,675,000 25,265,000 25,265,000 * 820.24

* Data is being compiled by departments but unavailable at printing

Notes: Details regarding the Town's outstanding debt can be found in the notes to the financial statements

(1) See Schedule 12 for personal income and population data
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Town of Los Gatos Schedule 10
Direct and Overlapping Governmental Activities Debt
As of June 30, 2010
2009/10 Assessed Valuation: $8,317,387,662
Redevelopment Incremental Valuation $897,418,958
Adjusted Assessed Valuation: $7,419,968,704
Estimated Share
of Direct and
Debt at Overlapping Debt

DIRECT AND OVERLAPPING BONDED DEBT: % Applicable June 30, 2010 at June 30, 2010
Santa Clara County 2.748% $ 350,000,000 $ 9,618,000
Santa Clara Valley Water District, Zone W-1 3.093% $ 910,000 $ 28,146
West Valley-Mission Community College District 10.286% $ 215,069,692 $ 22,122,069
Campbell Union High School District 8.278% $ 136,395,000 $ 11,290,778
Los Gatos-Saratoga Joint Union High School District 29.430% $ 58,915,000 $ 17,338,685
Cambrian School District 0.236% $ 19,169,944 $ 45,241
Campbell Union High School District 8.765% $ 98,223,346 $ 8,609,276
Los Gatos Union School District 65.809% $ 85,445,000 $ 56,230,500
Saratoga Union School District 0.015% $ 49,432,159 $ 7415
Union School District 20.420% $ 75,127,615 $ 15,341,059
Town of Los Gatos 1915 Act Bonds 100.000% $ 490,000 $ 490,000
Santa Clara Valley Water District Benefit Assessment District 2.748% $ 152,440,000 $ 4,189,051
Santa Clara County General Fund Obligations 2.748% $ 825,070,000 $ 22,672,924
Santa Clara County Pension Obligations 2.748% $ 388,044,822 $ 10,663,472
Santa Clara County Board of Education Certificates of Participation 2.748% $ 13,580,000 $ 373,178
West Valley-Mission Community College District General Fund Obligations 10.286% $ 56,120,000 $ 5,772,503
Los Gatos-Saratoga Joint Union High School District Certificates of Participation 29.430% $ 10,205,000 $ 3,003,332
Saratoga Union School District Certificates of Participation 0.015% $ 6,380,000 $ 957
Town of Los Gatos Certificates of Participation 100.000% $ 25,480,000 $ 25,480,000
Santa Clara County Vector Control District Certificates of Participation 2.748% $ 3,965,000 $ 108,958
Midpeninsula Regional Open Space Park District General Fund Obligations 4.627% $ 113,788,031 3 5,264,972

TOTAL DIRECT AND OVERLAPPING BONDED DEBT $ 2,684,250,609 (1) $ 218,650,516

(1) Excludes tax and revenue anticipation notes, enterprise revenue, morigage revenue and tax allocation bonds and non-bonded capital lease

obligations.

Ratios to 2009/10 Assessed Valuation:

Total Overlapping Tax and Assessment Debt: 1.75%

Ratios to Adjusted Assessed Valuation:
Combined Direct Debt ($25,480,000 ): 0.34%
Combined Total Debt: 2.95%

State School Building Aid Repayable as of 6/30/10: $0.00

Source Data: California Municipal Statistics, Inc.
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C.G.UHLENBERGLLP

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

The Honorable Mayor and Members of the Town Council
Town of Los Gatos

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of Town of Los Gatos
(the “Town”) as of and for the year ended June 30, 2010, which collectively comprise the
Town’s basic financial statements and have issued our report thereon dated December 17, 2010.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Town’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Town’s internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of the Town’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Town of Los Gatos’ financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed the

333 Twin Dolphin Drive, Suite 230 « Redwood City, CA 94065 « Phone (650) 802-8668 « Fax (650) 802-0866




following instance of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

The Town failed to submit Federal grant project reimbursement claims for Robert Road
Bridge Reconstruction Project at least once every six months required by the grant
agreement.

This report is intended solely for the information and use of management, Town Council, others
within the entity, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

(.. W&AP

Redwood City, California
December 17,2010
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